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The Greatest Challenge 


Some Aspects of the Federal Budget; How Citizens Can Support 


Sound Fiscal Program 


by Row.anp R. HucHeEs 


f soe Federal budget is of extreme importance today to all citizens and taxpayers—not alone 
because it represents an average outlay of approximately $1,650 for every family in the 
United States—but because it mirrors in a not-too-well-understood way the basic policies of the 


Federal government; and what those policies 
may be is of crucial importance to all Amer- 
icans. 


It is surprising to know that until 30 years ago 
there was no integrated budget for the entire gov- 
ernment. It was only after World War I, when the 
wartime expansion of Federal activities and the 20- 
fold rise in the public debt (from 1915 to 1919) 
had focused attention on the problem of budgetary 
reform, that a House Select Committee had this to 
say of the defects of the Federal budgeting system: 


“Practically everyone familiar with its workings 
agrees that its failure lies in the fact that no one is 
made responsible for the extravagance. The esti- 
mates are a patchwork and not a structure.” 


The report of the committee (formed in 1919) 
made clear the necessity for “superior revision” of 
departmental and agency estimates on a level above 
that of the departments, and recognized that a real 
budget system would need to be anchored in the 
President’s power. 


The philosophy which underlies the budgetary 
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process in the Federal government (as it has devel- 
oped in consonance with the Budget and Accounting 
Act of 1921) must be made clear. Briefly, then, as 
indicated by legislative history, the basie elements 
of the philosophy are: (1) that the Chief Executive 
assume responsibility for the budget, thus eliminat- 
ing the concept of departmental self-determination ; 
(2) that the budget be the financial interpretation 
of the government’s plans for the fiscal year; (3) 
that the budgetary process be designed to eliminate 
duplication, waste, extravagance, and inefficiency 
both within and between agencies and that this should 
be achieved by supra-agency review; (4) that the 
budgetary process be used as a device for attaining 
better administrative management as well as for 
fiscal planning and control; and (5) that the budget 
should clearly indicate the relationship between 
proposed expenditures and anticipated revenues. 


Today, when Federal spending amounts to over 
$70 billion (or more than 20 percent of the national 
income—as compared to 2.5 percent 40 years ago), 
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the budget is one of the most important determi- 
nants of the level of economic activity. By the very 
act of collecting and spending tens of billions of 
dollars, the government now plays a significant role 
—whether it desires to or not—in determining the 
level of prices, employment, and income. 


_ What New Administration Faced 


In its first year in office, the present Administra- 
tion was confronted with the following fiscal facts: 

1. In 17 of the 20 fiscal years from 1933 to 1952, 
the Federal government operated on a deficit basis. 
In only three of those 20 years did the government 
live within its income. As a result, the national debt 
rose from $22.5 billion in 1933, to $266 billion 
early in 1953—from about $775 per family to ap- 
proximately $6,450 per family. 


2. The budgets for the fiscal years 1953 and 
1954 which were transmitted to Congress before 
this Administration took office, again provided for 
spending substantially in excess of income. Indeed, 
a deficit of $5.9 billion was estimated for 1953 and 
one of $9.9 billion for 1954. 


3. Despite the fact that the government actually 
received more tax income in fiscal 1953 than ever 
before in its history, there had been an overesti- 
mate of revenues and the actual budget deficit in 
that year became $9.4 billion—the highest on record 
except for the two World War periods. 


4, Total appropriations authorized from fiscal 
1950 through fiscal 1953, plus those requested in 
the 1954 budget, provided for expenditures exceed- 
ing actual or estimated revenues of the same five 
years by about $95 billion. In consequence, during 
those years, there was a steady buildup in orders 
placed with manufacturers calling for the delivery 
of goods in 1954, 1955, and later—orders for which 
cash would have to be paid on delivery. As of last 
June 30, there were forward commitments of around 
$81 billion for which cash would have to be paid 


from the income of future years. 


5. As a result of these outstanding commitments, 
government expenditures were expected to reach 
their highest level in fiscal 1954 and 1955. How- 
ever, during the period when Congress was author- 
izing these expenditures of $95 billion more than 
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revenues, it was also writing tax expirations into 
the law which will lower government income. By 
1955, therefore, when government spending was 
expected to be at its peak, planned tax reductions 
would have begun to reduce government income by © 
$8 billion annually. 


6. Basic legislation enacted since 1933 has pro- 
vided for a greatly increased number of fixed 
charges against the government, for domestic pur- 
poses, such as veterans’ benefits, farm price sup- 
ports, and grants to state and local governments. 
This not only makes a significant portion of the 
budget subject to only very limited control by 
administrative action, but also leads to situations in 
which unexpected, but mandatory expenditures, can 
cancel out savings elsewhere. In January of last 
year, for example, the previous Administration 
estimated total expenditures for fiscal 1953 at $74.6 
billion. In the last five months of the fiscal year, 
the new Administration effected expenditure reduc- 
tions of well over one billion dollars; these reduc- 
tions were cancelled out, however, by unexpected 
expenditure increases elsewhere, notably by a $1.1 
billion increase in mandatory expenditures for farm 
price supports. 


The budget, it must continually be kept in mind, 
is not an end in itself; it is merely a means to an 
end; the provision of the funds necessary to carry 
out the President’s policies and programs during a 
given period. In consequence, the problem of reduc- 
ing expenditures is not at all one of across-the- 
board—percentagewise slashes in agency appropria- 
tions. Rather, it is one of a careful review of the 
plans and purposes of each agency — and of the 
philosophy of the government upon which it rests. 
Some appropriations will be reduced, others may 
be eliminated, but still others may be increased; 
for there is no single touchstone applicable to all. 
We shall watch the overall total. 


Some Areas of Concern 


Now, while it would be impossible to cover all the 
considerations upon which agency plans and pro- 
grams—and eventually their budgets—are grounded, 
there are several that should be mentioned: 


1. With regard to defense, we are endeavoring to 
determine what kind of defense structure this coun- 
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try can maintain over a relatively long time (if that 
proves necessary), which will ensure the nation’s 
safety on the military front and will not endanger 
its economic viability. 


2. We are determined to prevent further infla- 
tion. As a policy, this is not simple. While individ- 
uals will admit the undesirablility of high prices 
and inflation, at the same time they will want to 
keep for themselves whatever personal benefits they 
believe arise from them. The remedies will thus not 
be palatable to all—but we believe them eminently 
preferable to the silent toll of wages and savings 
taken from everyone by inflation. 


3. We are concerned about the increasing con- 
centration of government powers in Washington. 
Twenty years ago, State and local governments col- 
lected three times as much in taxes as did the Fed- 
eral government. Today, the Federal government 
collects three times as much in taxes as all state 
and local governments combined. This is sympto- 
matic of the increased scope of Federal activities; 
it is to examine appropriate future relationships 
and the proper division of interest, authority, and 
responsibility between state and Federal govern- 
ments that there has been established a special com- 
mission on /ntergovernmental Functions and Fiscal 
Resources. We propose to proceed in this field both 
wisely and carefully. 


4. Another area of concern, with signal effect on 
the budget, is the relationship between government 
and business. Government investment and expendi- 
ture are rarely as productive as private investment 
and expenditure of the same amount. The recent 
legislation with respect to the RFC is a typical 
decision in this category. Additional problems of 
this nature are now being explored by another com- 
mission under former President Hoover. 


Everyone Complains 


5. A fifth area which we have set about to ex- 
plore is that of the use of funds which derive from 
all the taxpayers for government services which are 
of special, direct benefit to limited groups of indi- 
viduals and organizations, This is one of the most 
dificult areas of all; everyone complains about high 
taxes and high prices, but still wants to keep on 
getting his own slice of government funds, 


To date, the present Administration has been con- 
cerned, in one form or another, with budgets of 
three fiscal years, 1953, 1954, and 1955 — which 
begins next July 1. Fiscal 1953 was in its waning 
months when the new Administration assumed office. 
As was mentioned earlier, it was possible to effect 
expenditure reductions in excess of a billion dol- 
lars, but these, in large measure, were cancelled 
out by mandatory increases of $1.1 billion in farm 
price supports. 


Derives From Old Administration 


Now, although the present Administration as- 
sumed office nearly seven months ago, and although 
it was a little more than two months ago that Con- 
gress passed the last of the fiscal 1954 appropria- 
tion bills, the current year’s budget, in essence, is 
a‘so a budget deriving from the last Administration. 


The Bureau of the Budget recently published a 
review of the 1954 budget. The Bureau felt that 
the revisions it had been possible to make in the 
budget represented “good news” for the American 
people for the following reasons: 


a. The 1954 budget as presented in January by 
the last Administration had estimated a deficit for 
fiscal 1954 of nearly $10 billion on top of an actual 
budgetary deficit of $9.4 billion in fiscal 1953. As 
contrasted to the anticipated deficit of $10 billion, 
it is now estimated that the deficit can be held to 
$3.8 billion, even though budgetary receipts will be 
nearly half a billion dollars less than estimated last 
January. 


b. The January budget estimated fiscal 1954 ex- 
penditures at $78.6 billion; we now-estimate that 
expenditures can be reduced by $6.5 billion—to 
$72.1 billion. 


c. Budget receipts are estimated at $68.3 billion 
as contrasted to a January estimate of $68.7 billion. 
This revised estimate is made in accordance with 
existing tax laws and takes into account the reduc- 
tions in taxes which become effective on December 
31 of this year and of others scheduled for the end 
of March next year. 


d. For the first time since hostilities began in 
Korea, the amount of “new obligational authority” 
enacted for a fiscal year is less than anticipated 
budget receipts. This means that the amount of new 
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obligations which the Congress authorized govern- 
ment agencies to incur in fiscal 1954 could actually 
be paid for out of 1954 income—and we could have 
had a balanced budget—were it not for prior year 
obligations for which expenditures must be made 
this year. 


e. For the first time since 1948, “new obliga- 
tional authority” is substantially less than estimated 
annual budget expenditures. This means that the 
buildup of accumulated commitments for which 
cash will have to be paid in future years will start 
declining. Thus, the lower level of “new obliga- 
tional authority” promises lower expenditures, not 
only in 1954, but in future years. 


f. Fer the first time since fiscal 1948, budget 
expenditures will be less than those of the preced- 
ing fiscal year. The implications of this, as a turn- 


as the highest in the nation’s history, the fiscal 1954 
budget is still out of balance by $3.8 billion. Re- 
ductions in taxes provided for in current legislation 
will eventually lead to an estimated annual loss of 
revenue of $8 bi!lion, and a very substantial amount 
of this loss will be reflected in fiscal 1955. Inasmuch 
as the present level of government activities will, 
as estimated, result in a deficit this year of $3.8 
billion and budget receipts of the next fiscal year 
will be reduced by about $6 billion as a result of 
tax reductions provided for in the present laws, it 
is obvious that achievement of a balanced budget 
in fiscal 1955 will be far from a simple matter. 


An analysis of the estimated 1954 budget expendi- 
tures indicates the nature of certain of the issues 
which must be faced in seeking to bring future 
expenditures into balance with revenues. Three 
large national security programs (military func- 
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with the National City Bank (N. Y. C.). He was appointed a vice president of 


that bank in 1951. For some years Mr. Hughes was a member of the Com- 
mittee on Federal Tax Policy. This article is based on an address Mr. Hughes 
gave before the National Tax Association Conference. 





ing point in budgetary policy, are obvious. 


g. The estimated deficit in the so-called “Conso!- 
idated Cash Budget” for fiscal year 1954 is $500 
million. This contracts with a deficit on the same 
basis of $6.6 billion estimated in the January budget 
and an actual deficit of $5.3 billion in the 1953 
budget. This reduction is of major consequence; 
the “Cash Budget” measures actual receipts from 
and payments to the public and these estimates in- 
dicate that the excess of payments to the public by 
the government has thus been reduced to a very 
small figure as contrasted with gross national prod- 
uct, or indeed, with the total of the budget itself. 


First “‘Eisenhower” Budget 


The 1955 budget will be the first budget over 
which the present Administration will have sub- 
stantial control, and it will thus be the first “Eisen- 
hower Budget.” Despite the fact that fiscal 1954 
expenditures were reduced $6.5 billion under the 
January estimates, and that revenues are estimated 
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tions, mutual security programs, and atomic energy ) 
comprise approximately 70 percent ($50 billion) 
of estimated 1954 total budget expenditures. Ex- 
penditures for major programs which are relatively 
uncontrollable without changing existing legisla- 
tion are now estimated at $14.7 billion, or 20 per- 
cent of 1954 budget expenditures. All other expen- 
ditures (10 percent of the total), amount to $7.4 
billion. 


We are proceeding on the principle that no sav- 
ing is too small and, in consequence, we are effect- 
ing economies throughout the budget. For example, 
expenditures for the last two categories mentioned 
—the 30 percent of the budget representing essen- 
tially non-security costs—will actually be $2 billion 
less in fiscal 1954 than in fiscal 1950. The stubborn 
fact is, however, that any way the budget is ana- 
lyzed, whether by components or by the principal 
sources of its recent growth, its final status in dol- 
lars will depend upon the needs and costs of na- 
tional security programs, 
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The defense program, with its tremendous scope 
throughout the country, is and will probably be the 
greatest single influence in the nation’s economic life 
in the next few years. As President Eisenhower 
pointed out, however, “our military strength and 
our economic strength are truly one—and neither 
can sensibly be purchased at the price of destroying 
the other.” 


Opportunities for Economy 


It is imperative to realize that the concept of a 
balanced budget is not antagonistic to a suitable 
posture of defense. It is utterly misleading to say, 
as some do, th | ‘he choice today is “either-or”— 
either a balanced pudget or an adequate defense. 
A budget can be balanced at any level provided the 
necessary steps are taken to match expenditures with 
revenues. However, it is the belief of the Adminis- 
tration not only that progress can be made toward a 
balanced budget, and I am thinking here of reduced 
expenditure as the means, but that the progress can 
be achieved simultaneously with the strengthening 
of the national security forces. 


The greatest opportunity for achieving really 
significant reductions in Federal expenditures and 
for balancing the budget thus lies in the defense 
part of the budget. In this area, small percentage 
cuts are more important, dollar-wise, than the elim- 
ination of entire programs in the so-called “non- 
defense” area, 


Opportunities for achieving economy exist at 
every level of the military establishment. Such op- 
portunities exist not only in the budgetary process 
but also in day-to-day operations. They involve such 
things as a careful screening and re-screening of 
military requirements for manpower and materials. 
We must find ways of accomplishing our objectives 
at less cost; we may not be able to permit ourselves 
the luxury of perfection or provision for all con- 
tingencies. 


Finally, there is one point which is most impor- 
tant for all to really grasp and understand. This 
fiscal and budget task is one which requires team- 
work. There are three distinct parts to it; the Ad- 
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ministration, of course; the Congress, definitely; 
but the public—the citizen—is equally important. 
How much can be done by the Administration and 
the Congress is primarily dependent upon the sup- 
port of public opinion. If the efforts in Washington 
are to be successful, they must be backed by an 
enlightened and positive public opinion, which will 
aid in resisting the hysteria in some quarters which 
is leading to incessant demands for unwise, hasty, 
and extravagant action. 


It is imperative to appreciate the importance of 
public support for government activities. By that I 
mean the sound public opinion which gradually 
becomes an unmistakable ground-swell that cannot 
be mistaken or denied. To the extent that citizens 
and taxpayers can assist the Administration in de- 
veloping that kind of support for doing the things 
necessary to reduce expenditures, they will help us 
immeasurably. 


Government Must Set Example 


In summary, the achievement of economy in gov- 
ernment is one of the greatest challenges facing us 
today. The average man cannot be induced to prac- 
tice thrift unless his government sets the example, 
for no government can expect from its people vir- 
tues which it does not itself practice. It is not easy 
for a government to reduce its own spending in 
terms of subsidies, investments, and similar expen- 
ditures, particularly in view of those who promote 
hysteria, emotion, and fear whenever a contract is 
cancelled or an appropriation reduced. Neverthe- 
less, it can and will be done, for real stability and 
progress can only be based on a sound fiscal and 
monetary approach to the nation’s problems. 


Make no mistake, the opposition to expenditure 
reduction which is not of any one particular politi- 
cal party, is not of the kid glove variety; it is 
aggressive, well-organized, persistent, and clever 
and experienced in the use of propaganda. It will 
take active and continuous teamwork and courage- 
ous, determined effort of all who believe in a sound 
fiscal program to win through. | believe it can be 
done. 
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